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CHILE — KEY ECONOMIC INDICATORS 


All values in US$ millions and represent 
period totals unless otherwise indicated 


rate as of December 4, 1976 
U.S.$1.00 = Ch.P. $16.72 1974 Ch " 
eemcn cnn nnnnnnnnnn ne nee SSS 
INCOME, PRODUCTION, EMPLOYMENT 


GDP at constant 1975 US dollars (millions) 9,051 7,862 
Per Capita GDP (Constant 1975 US dollars) 899 767 
Plant & Equipment investment as % of GDP 14 12 
Copper production (Jan-June 1976) (thousands 

Metric Tons) 902.1 828.3 


Indices: (1974 = 100) 
Industrial Production (Aver. 1974, 1975, 
Jan-Aug. 1976) - 100.0 76.5 — 24 91.9 
Aver. Industrial Wage (1974, 1975, 
Jan-July 1976) 100.0 435.0 335 1,363.6 


Labor Force (thousands) (Santiago) (Dec. 1974, 

1975, Sept. 1976) 1,228.6 1,280.2 1,291.5 
Unemployment Rate (Santiago) (Dec, 1974, 1975, 

Sept. 1976) 9.7 18.7 15.7 


MONEY AND PRICES 


Money Supply (millions P$) (Dec. 1974, 1975 
Oct. 1976) 709.3 , 587. 5,969.9 
Major banks interest rates (%) (Aug. 1974, 
1975, Jan-Aug. 1976) 200.0 é 378.0 
Indices: (Dec. 1974 = 100) 
Wholesale price (Dec.1974, 1975, Oct.1976) 100.0 1,220.69 
Consumer price (Dec.1974, 1975, Oct. 1976) 100.0 1,107.64 
Retail sales (Aug.1974, 1975, Jan-Aug.1976) 100.0 82.3 


TALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exchange Reserves 1/ Dec.1974, 

1975, ‘Oct. 1976) 419 
External Public Debt 2/ 4,088 
Annual Debt Service 2/73/ 558 
Balance of Payments - 45 
Balance of Trade - 57 
Exports, FOB 2,134 

U.S. share (%) 12.0 
Imports, CIF 2,190 

U.S. share (%) 22.0 


1/ IMF definition. 

2/ Excludes short term credits. 

3/ Effective payments after debt renegotiation were US$278 million and US$439 million 
in 1974 and 1975 respectively. 





SUMMARY 


The government of Chile continues to pursue a policy of 
economic rationalization. In late October Chile ceased 
to be a member of the Andean Pact after the six member 
governments deadlocked on the Pact's foreign investment 
rules and a common external tariff. The present focus 

of Chile's economic diplomacy is the development of ties 
with the Southern Cone countries. Better access to those 
markets is expected to bring stronger incentives to local 


investment and a more optimal specialization of produc- 
tion. In this connection the Chilean government is 
adhering rigorously to its program for reducing trade 
barriers, both of the tariff and non-tariff variety. 


A year and a half following the adoption of an austerity 
program to remedy chronic inflaticn and balance of payments 
disequilibrium, the Chilean economy is showing modest but 
obvious signs of greater strength and viability. Industrial 
production, construction activity and employment are rising 
while the balance of payments is in surplus despite fairly 
low copper prices and heavy debt servicing obligations. 
Chile's economic recovery, however, will have to be sustained 
by large foreign inputs. Open market style economic policies 
should be conducive to an expansion of mutually profitable 
trade and investment. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Domestic Economic Situation. The Chilean economy has been 
slowly picking up in recent months from a recession brought 
on by crises in Chile's domestic and foreign finances, and 
deepened by a sharp cutback in public sector spending. 
Industrial production and employment have been rising since 
early 1976, and the unemployment rate has been declining 
since mid-year. The economy nonetheless has a long way to 

go before it approaches a full capacity level of productivity. 
The unemployment rate, at 15 percent of the work force (which 
excludes the six percent of the labor force in the govern- 
ment's work relief program), is still extremely high by 
historical standards. Industrial activity is only now 
reaching 1969 levels. 


Even though the Chilean government has attempted to design 
policies favorable to agricultural expansion, output of the 
farm sector apparently did not increase in 1976. A 10-15 
percent drop in wheat production was chiefly responsible. A 
combination of factors, including reduced acreage, disease, bad 
weather conditions and higher credit costs, was instrumental 
in decreasing production. The latter resulted in reduced use 
of fertilizer as well as of pesticides and weed-killer inputs. 
Output in most other branches of this sector apparently held 
to 1975 levels. A notable exception to the overall trend was 
sugarbeet production which expanded briskly. Although the 
Overall productivity of the farm sector has increased during 
the past three years, its performance continues to be poor by 
comparison with the previous decade. Many farmers and some 
economists have suggested a review of agricultural policy to 
determine the level of protection and support the farm sector 
should receive from the government. Present policy generally 
calls for the removal of artificial stimuli and of trade 
barriers. Higher incomes and more stable price and credit 
conditions should help spur farming activity in the year 
ahead. 


Somewhat higher prices and the elimination of producer 
association controls on output have stimulated copper produc- 
tion. Further expansion of the industry will be largely 
contingent on investments in new mines. After protracted 
negotiations the Chilean government is apparently ready to 
conclude a contract with Noranda Mining (Canada) for the 
exploitation of deposits at Andacollo (estimated reserves 

269 million metric tons) and negotiations are underway with 

U.S. investors for the development of Quebrada Blanca deposits 
(estimated reserves 150 million metric tons). These investments, 





however, would not become productive before about 1981. 


Due to lower demand, output in most other branches of the 
minerals sector has been down in 1976. If world and 
domestic economies continue to expand in 1977, this sector's 
performance should show sharp improvement in the upcoming 
months. Iron ore shipments to Japanese, as well as domestic 
foundries are expected to rise in 1977. Expanding steel 
production, rising demand for electrical energy and conver- 
sion of some plants from oil to coal should boost a sagging 
coal industry. Prospects are only fair for Chile's long- 
stagnant nitrate industry which lost further ground in 1976. 


Chile's dependence on foreign energy inputs continues to 
grow as present domestic petroleum reserves become exhausted. 
In an effort to increase petroleum output, the national 
petroleum company is conducting exploratory drilling in the 
Magellan Strait. Government policy is to encourage foreign 
firms to participate in oil exploration but the interest of 
the international oil companies has been but mildly whetted 
so far. The prices of domestic oil and of petroleum 
derivatives have been allowed to rise in step with inter- 
national prices, partly to encourage conservation and the use 
of substitutes, and partly for balance of payments reasons. 
While higher prices may arrest Chile's dependency on foreign 
energy sources, there is little prospect of much reducing 
oil imports in the mid-term although the government expects 
to effect some economies in oil consumption through conver- 
sion to coal. The possibility of a substantial boost in 
OPEC oil prices in 1977 and its repercussions for Chile's 
balance of payments and for its economic recovery strongly 
suggest the need for developing an energy policy. 


Industrial production, seasonally adjusted, has risen in a 
fairly consistent pattern since the third quarter of 1975. 
Higher output in this sector has been favored by both supply 
and demand factors. Restrictive monetary policies and the 
freeing of interest rates induced suppliers to cut back 
sharply on inventories in mid-1975. Once the stock overhang 
was largely eliminated, suppliers began to adjust ‘production 
in accordance with demand conditions. In recent months, a 
gradual expansion of real incomes has increased demand for 
locally produced goods. 


Much slower has been the pace of the construction industry's 
recovery. Government construction activity ground to a virtual 
halt following the adoption of the 1975 austerity program. 

The freeing of interest rates further affected building 





activities negatively as funds which might have gone for 
home construction were attracted into shorter term high 
interest placements. Only now are the first perceptible 
signs of growth becoming evident and AID guaranteed loans 
for use by the local Savings and Loan Associations and the 
Ministry of Housing have been instrumental to such recovery 
as there has been. 


More rapid economic recovery should be possible when infla- 
tion is under better control. Recently the consumer price 
index has risen at an average of about six percent a month; 
in November it fell to 3.8 percent, the lowest since 1972. 
The Chilean monetary authorities expect to have better 
control over the money supply now that the public sector 
deficit is much reduced and government backed credit institu- 
tions have largely resolved their liquidity problems. Having 
attained a more adequate cushion of international reserves, 
the Central Bank need no longer allow monetary policy to be 
dictated by balance of payments considerations. A firmer 
grip over money supply expansion, and seasonal factors, should 
both contribute to a further moderation of inflationary 
pressures in the upcoming months. 


Foreign Sector Developments. A major departure in Chilean 


economic policy was the decision announced in late October to 
withdraw from the Andean Pact. Progress of the Pact had been 
balked for two years by an inability to reconcile Chile's freer 
trade policies -- especially with regard to foreign investment 
and a low common external tariff -- with the protectionist 
leanings of other Pact states. Fortunately for Chile, economic 
integration with other member countries had not reached a stage 
that the end of preferential tariff access to that market will 
have much impact on Chile's current exports. Some lines, 
developed to serve the Pact market, such as machinery and tools, 
will encounter marketing problems. 


Despite large debt servicing obligations and relatively low 
copper prices, Chile will have an overall balance of payments 
surplus for the year of some $475 million. The surplus 
reflects success in attracting capital inflows to finance a 
current account deficit and an abnormally low volume of 
imports, as well as a continuing expansion of non-traditional 
exports. 


In June the seventh planned reduction in Chilean tariffs 
reduced the average tariff level to 45-50 percent. The next 
cut, due in February, would reduce ad valorem duties on 
virtually all items to less than 40 percent. The combination 





7. 


of lowered tariffs and a substantial real revaluation of the 
peso vis-a-vis trade competitors over the past ten months 
has generated an ever larger volume of complaints from 
local producers, so far largely unheeded, of an overvalued 
peso and of unfair foreign competition. At least for the 
time being, Chile's economic authorities are giving top 
priority to controlling inflation. Peso revaluation and 
falling trade barriers have not as yet resulted in plunging 
exports or surging consumer imports, although some producers 
have undoubtedly suffered. More buoyant consumer demand, 
however, could give rise to deeper inroads by imports into 
the Chilean market. 


Lower tariff barriers have brought to the fore a different 
kind of problem with which Chile's foreign trade authorities 
are only beginning to grapple. Dumping has been alleged by 
local producers in recent imports of milk, wine, and shoes. 
Underlying Chilean trade policy is the premise that 
comparative advantage, rather than barriers and subsidies, 
should determine the pattern of production and trade. 
Achieving that objective, however, is proving very difficult 
in a world in which market imperfections abound and govern- 
mental interference in most economies is pervasive. Moni- 
toring the practices of other governments and responding 
with economically justifiable countermeasures are areas in 
which the Chilean government is now seeking technical 
assistance. 


Outlook for the Chilean Economy. With a small but relatively 
developed economy, Chile's prosperity depends very much on 


world economic conditions. World economic recession and 
inflation have greatly complicated the task of economic re- 
construction which, under the best of circumstances, would 
have been difficult. During the last three years Chile has 
had some success in diversifying its exports so as to ease 
dependence on a product subject to highly volatile price 
movements. Copper, nonetheless, remains extremely important 
to Chile's economic well-being. Over the last couple of 
months its price has again been depressed, nor do short-term 
prospects appear particularly bright. A substantial OPEC 
oil price increase would have a directly depressive 
influence on the economy. The indirect effects, via the 
impact of higher oil prices on the demand for copper and 
other Chilean exports,would be much greater. 


Assuming a modest pace of world economic recovery, copper 
prices should pick up and provide Chile with the wherewithal 
to finance the larger volume of imports needed for develop- 
ment and improving living standards. Even under these 
relatively favorable circumstances total output of the 
economy in the year ahead is unlikely to rise to 1974 levels. 





The Chilean government is firmly committed to keeping 

a tight rein on the budget and very high interest rates 
will not be conducive to a quantum jump in domestic 
investment. Foreign investments should trickle in ata 
faster pace but probably not at a rate as to significantly 
affect the growth of the economy in 1977. 


IMPLICATIONS FOR THE UNITED STATES INVESTMENT 


Realizing that the Chilean economy was in no condition to 
generate savings needed for rapid economic development, the 
Chilean authorities decided to look abroad, especially to the 
private sector, for investment capital. A liberal foreign 
investment law was enacted in 1974 to induce a larger flow of 
private direct investment. The recent decision to withdraw 
from the Andean Pact reflected in part Chile's differences 
with other Andean countries regarding the appropriate role of 
the foreign investor in economic development. 


Capital-intensive minerals' projects, especially copper, will 
get the lion's share of foreign investor attention. Manufact- 
uring, forestry, and agriculture are other sectors in which 
the Chilean government hopes to see large injections of 
foreign technology and management and marketing skills, as 
well as foreign capital. 


Criticisms of Chile's human rights practices have in the past 
had an unfavorable impact on the flow of foreign capital. 

The recent release of people held in preventive detention, 
however, was praised by foreign leaders and press. The flow 
of foreign official and private investments to Chile will be 
facilitated as the local situation with respect to human 
rights practices improves. 


Development. Among the fundamental goals established by this 
government are (1) high and sustained economic growth; and 
(2) social development consonant with economic development, 
especially as to eliminate extreme economic inequality. The 
government sees its role in production restricted to mining 
and energy and to the provision of certain services. Output 
in other sectors is to be in the hands of the private sector. 


International financial institutions are expected to play an 
important role in Chile's development. High rates of under- 
employment and unemployment make especially necessary a large 
inflow of foreign credits to expand mining, industrial and 
agricultural sectors. These sectors should also provide 
foreign exchange earnings to support greater specialization 
of production and a higher standard of living. 





During the last three years the Chilean government has 
signed loan agreements totalling 58 million dollars with 
the World Bank, 167 million dollars with the Interamerican 
Development Bank, and 35 million dollars with the Agency 
for International Development. Under study are loan 
projects of $55 million with the IBRD and $70 million with 
the IDB. Most of these projects involve the development 
of physical and social infrastructure although some loan 
money from these institutions is being channeled into more 
immediately productive activities. The nutrition, housing 
and rural development activities initiated under U.S. 
foreign assistance programs will continue to go forward 
even as the USAID program itself begins to wind down. 


One of the stated objectives of the Chilean government is 
expanded expenditures for education, housing and sanitation 
and for more ample cultural and economic opportunities for 
Chile's needier citizens. Among these programs are an 
extensive school feeding program and the completion of the 
more than decade-old agrarian reform program. This phase 
of the program envisions a distribution of land titles, 
provided certain conditions are fulfilled, to individuals 
occupying economically viable units. 


Trade. The share of U.S. exports in the Chilean market 
expanded from 12 percent in 1972 to an estimated 30 percent 
in 1975. A reputation of supplier reliability and product 


quality will enable U.S. exports to maintain a strong 
position in the Chilean market in the years ahead. 


As elsewhere, US-made planes, earthmoving equipment, 
computers, and transport equipment are firmly established 
in the Chilean market. Demand for these products will 

pick up as more and larger investment projects get launched. 
A higher level of government investment spending, though 
probably not in the immediate future, will: spur demand for 
construction machinery and technically sophisticated 
equipment such as computers. The market for U.S. consumer 
goods, for example sport clothing and recreation equipment, 
is especially promising as import barriers fall. 


Chile's withdrawal from the Andean Pact is part of a more 
general reorientation of Chile's foreign economic policy. 
It is to be expected that greater efforts will henceforth 
be made to strengthen Chile's economic relations with 
Southern Cone countries. The recent visit of Argentine 
President Videla and the signing of commercial agreements 
enhancing access of Argentine wheat to the Chilean market 
are indicative of the type of policy initiatives underway 





or contemplated. Trade competition will be stiffer both 
as a result of commercial agreements and of Southern Cone 
exporters' own efforts to gain a stronger position in the 
Chilean market. 


— ” subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
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LOOKING FOR A GOOD 


et 
research 
tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce's Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 





TRAVEL with Overseas Business Reports 
(OBRs)—75 a year— to get detailed information on 
overseas trade and investment conditions and 
opportunities. 


SEE the OBR Marketing In series for information 
about a selected foreign country’s 


trade patterns 

industry trends 

distribution. channels 

transportation facilities 

trade regulations 

prospects for selected U.S. products 


4.4 hm 
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SEE the OBR Market Profile series for an economic 
digest of countries in a particular marketing region. 
Take a look at the country’s 


TAKE pay Foreign trade 
TOUR @) = Foreign investment 
Finances 
POTENTIAL = 
Basic economic facilities 
Natural resources 
Population 
WITH SEE the OBR World Trade Outlook series for a twice- 
a-year analysis of U.S. export prospects to al/ major 
trading countries. 
VIEW other special reports such as: 
e Appraisal of China’s Foreign Trade Policy 
e Basic Data on the Economy of the Soviet Union 
e 
* 


A Business Guide to European Common Market 
A Guide to End Users and Research Organizations 
REPORTS ng 
Quarterly statistics reports on U.S. foreign trade 
START your tour now for only $36.50 a year by mailing 
the coupon below. 
(Single copies are available for 50¢ each from the Publication Sales 


Branch, Room 1617, U.S. Department of Commerce, Washington, - D.C. 


(please detach here) 
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